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a 
KEY ECONOMIC INDICATORS: KUWAIT 
1974 KDl= $3.41 


1975 KDl= $3.45 
1976 KDl= $3.42 


All Values in Mil US$ 
unless otherwise stated. 


INCOME AND PRODUCTION 


GDP at current prices 
Per Capita GDP (in single $) 
Public & Private Consumption 
Domestic Capital Formation 
Private 
Public 


Crude Oil Production (mil US bl) 


Natural Gas Production (bil cu. ft.) 


Desalinated Water (mil Imp. gal.) 
Electric Power (mil kw) 


MONEY AND BANKING 


Money Supply (currency in circula- 


tion plus demand deposits) 
Quasi money 
Claims on Private Sector 
Interest Rates: Prime 
Average 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves 
Current Account Balance 
Oil Exports 
Other Exports (incl. reexports) 
Imports 
From U.S. 
Housing Starts 
Main Imports from the U.S. 
Rice 
Cigarettes 
Construction Machinery 
Gas/Oil Field Equipment 
Air Conditioning Equipment 
Vehicles and Parts 


*FY74 and FY75 ended March 3lst. 
period ending June 30, 1976 


N/A - Not Applicable 
N.A.- Not Available 


FY74* 


7,199 
7,271 
2,169 
501 
184 
317 


CY74 


929 
467 
10,031 
4 092 


862 
1,777 
1,234 

5% 

Th 


10,800 


+ 8,220 


10,563 
400 
1,518 


209 
4 582 


5 
18 
7 
4 
22 
71 


FY76 


12,524 
12,523 
3,117 
1,041 
448 
592 


cvré 


786 


396 
14,385 
5,202 


1,348 
2,828 
3,194 


168 


% Change 


N/A 
N/A 
N/A 
N/A 
N/A 
N/A 


%C 


FY76, a transitional year, covered 15-month 





SUMMARY 


In 1977 Kuwait weathered the two-tier oil price system, a slump in its 
local stock and real estate markets, and serious port congestion without 
great difficulty. Despite posting an oil price 5% higher than that of 
its Saudi neighbor, it surprised many observers by maintaining previous 
oil sales levels. Although Kuwait continues to aim at a 2 million b/d 
oil production target level rather than its maximum capacity level of 
3.5 million b/d, it will remain an important oil producer until well 
into the next century. It still has the second highest proven oil 
reserves in the world and its oil is the cheapest in the world to 
produce. 


With over $16 billion in development projects planned for the next 5 
years and rising ordinary expenditures, Kuwait offers major opportuni- 
ties for U. S. business. Calendar year 1977 government revenues are 
likely to amount to $10.5 billion at a minimum and to reach at least 
this level for the fiscal year ending June 30, 1978. Despite ambitious 
ongoing projects in housing ($4 billion), motorways ($1 billion), 
desalination, power, and transportation, government revenues are 
likely to continue to outstrip expenditures by $3-4 billion per year 
or more. 


Kuwait's continuing surplus and its growing foreign assets (now over 


$20 billion) mean that it will play an increasingly important role in 
the international financial community. It is likely to maintain and 
perhaps increase foreign assistance now running at $1.5-2 billion a 
year and to continue to diversify this assistance to non-Arab countries. 
It relies more and more on local investment firms to channel funds 
abroad through Eurodollar syndications and investment in the Arab world 
and the U.S. 


Labor constraints, increasing pollution and debate over economic viability 
may lead to the deferral of some projects, especially in the petrochemical 
field, or to transfer of these projects from Kuwait to a foreign loca- 
tion. This does not mean business opportunities for U.S. firms in 

Kuwait are diminishing. Rather they are becoming more diverse as Kuwaitis 
take an increasingly sophisticated approach to investment alternatives. 


U.S. trade with Kuwait continues to expand rapidly. U.S. exports to 
Kuwait are likely to top $600 million in CY 1977, making Kuwait second 
only to Saudi Arabia as a market for U.S. commercial exports to the Arab 
world. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Overview of the Kuwait Economy: 1974-76 were the go-go years in 


Kuwait, with a new, multi-million dollar project being announced 
virtually every week, and millions being made in the local stock 

and real estate markets. For various reasons including a sharp 
tightening of credit, the local stock and real 
estate boom burst in early 1977. At the same time the Government, 
having high-sulfur, high-priced crude to sell under the two-tier 
price system, revised revenue estimates downward to a predicted oil 
production level of 1.5 million b/d. As of October, 1977, bankers 
and local businessmen continued to complain of the stagnant stock 

and real estate markets, and of tight money. However, their com- 
plaints were more a reflection of excessive past profits (five fold 
increases over as many months in share prices, 35% percent per annum 
return on shareholder's equity in one local bank) than of anything 
near a local recession. The fact of the matter is that oil-rich 
Kuwait continues to be a money machine. Despite the two-tier price 
system, oil production for the first half of 1977 (including Kuwait's 
share of the partitioned zone), averaged 1.83 million b/d. With 
increases expected in the third and fourth quarters, it is likely to 
average nearly 2 million b/d, resulting in approximately $8.5 billion 
in oil revenue for the year. Combined with a conservative prediction 
of $1.5 billion of investment income and $.5 billion in service 
income, this means at least $10.5 billion in government revenue in 
1977 and probably more, as the base for investment income is rapidly 
expanding. Moreover, income from an ambitious, billion dollar, LPG 
project coming on stream in late 1978 will significantly expand govern- 
ment revenue through the sale of products based on gas presently 
being flared. 


In September, 1977 the government of Kuwait nationalized the last 

wholly foreign-owned oil company in the country, American Independent 

Oil Co. (Aminoil), a small (90,000 b/d) American firm. Kuwait's control 
of oil production and marketing and the large revenues this generates 
allows its government to undertake a broad range of ambitious domestic 
and foreign economic programs. Assuming no increase in oil prices, the 
government is likely to have a minimum of $55 billion in revenues to 
dispose of over the next five years. Under the conservative assumption 
of a 5% increase in oil price per year, and modest additions to reserves, 
revenues in the five year period would be likely to exceed $65 billion. 
Assuming, based on past outlays, that Kuwaiti foreign assistance will 
average $2 billion per year over the next five years, this leaves the 
government with a total of over $50 billion to spend on domestic develop- 
ment projects and ordinary government expenditure plus foreign invest- 
ment. The question, currently being debated, is how much of this 

should be spent inside Kuwait, and how much invested abroad. 





Expenditures Within Kuwait: Kuwait is already highly developed by 
regional standards, with an excellent road network and extensive 


social services. This has led to a marked increase in allocations 

for ordinary budgetary expenditure. $3.1 billion was allocated for 
ordinary expenditures for the fiscal year ending June 30, 1977. 

For FY78 the figure jumped to $5.1 billion. Besides expenditures 

for wages, salaries, services, etc., the government is presently 

in the midst of a number of major development projects including 
housing construction ($4 billion), extension of motorways ($1 billion), 
the LPG plant ($1 billion), expansion of electric generation and water 
desalination capacity ($1.2 billion), hospital construction ($200 
million), marina/recreational facilities ($400 million), telecommni- 
cations and port expansion ($750 million) and tanker purchase ($300 
million). In total, Kuwait's draft (not yet approved) 5-year plan 
for 1977/81 projects $16.6 billion for development expenditures. 

Much of this is for projects which are either underway or have been 
approved. 


In addition to the major effort to improve basic infrastructure which 
is going ahead, there are a number of plans under consideration for 
development of petrochemical and hydrocarbon-based industry, as well 
as other industry. Although other industry makes up a very small 
percentage of GDP, Kuwait has made impressive strides in this industri- 
alization, largely through the activities of the Industrial Bank of 


Kuwait, which does feasibility studies and provides financing. By the 
end of 1976 IBK had financed 39 projects with a total cost of $276 
million. 


However, non-hydrocarbon-based projects amount to only $0.5 billion 
out of the $4.4 billion projected for industrialization in Kuwait's 
5-year plan. The remainder, hydrocarbon-based projects, are the area 
of greatest uncertainty in projecting future Kuwaiti expenditures. 
This is because the government has not really decided what its policy 


is regarding investment in this area, due to the following complica- 
tions: 


1. Manpower: Although highly capital intensive, these projects 
require additional manpower not only to build them but, more impor- 
tantly, to run them. Kuwaiti authorities have shown a willingness 
to import labor on a temporary basis for construction. However, 
the whole question of how much more foreign manpower can be brought 
into the country on a long-time basis is under review. 


2. Pollution: As industry and housing spreads south down Kuwait's 
relatively short coastline toward Saudi Arabia, Kuwaitis are becoming 
more and more aware of increasing pollution and the adverse effects 
that any large petrochemical projects will have on Kuwait's already 
dusty environment. 





3. Shortage of Feedstocks: Kuwait's LPG project will use all 
available natural gas when it comes on-stream in 1978. Kuwait Oil 
Company is presently drilling a deep well for non-associated gas 
in the Burgan Field. Drilling should reach the 20,000 foot potential 
pay area by April 1978. If non-associated gas is found and developed, 
this would eliminate Kuwait's gas shortage. However, discovery is by 
no means certain. 


4. Economic Viability: Kuwait's Gulf neighbors, especially 
Saudi Arabia, are busily building petrochemical projects similar to 
those contemplated by Kuwait. Kuwait has attempted to coordinate with 
these Gulf countries on one petrochemical project (aromatics) but with 
little success. Despite massive feasibility studies justifying these 
projects, many Kuwaiti financial planners remain unconvinced of their 
viability, citing worldwide excess refinery capacity and the great 
difficulty in projecting demand for refined products in the mid '80s, 
the earliest time any petrochemical projects contemplated by Kuwait 
would come on-stream. 


5. Bureaucratic In-fighting: Although Kuwait's oil sector is 


firmly under government control, the various state-owned companies 
act quite independently, each pushing their own pet projects, thereby 
complicating decision-making on which projects should go ahead. 


Given the above complications, Kuwait's Oil Ministry has shown some 
interest in investment in petrochemical/refinery facilities outside 
of Kuwait in countries such as Romania and Indonesia. In the case 
of the former, there have been lengthy negotiations but no agreement 
has been signed. It could be some time before any of these joint 
projects receive final approval. All this points to the likelihood 
of less than the $3.9 billion projected being spent on hydrocarbon- 
related projects during the next 5 years. Also, if past experience 
is any guide, actual state expenditures are likely to be signifi- 
cantly less than budget projections, leading us to venture the pre- 
diction that over the next 5 years the government of Kuwait is not 
likely to spend more than $35 billion in Kuwait, leaving a $10-20 
billion surplus for investment abroad. Since our projections of 
revenue have been rather conservative, this estimate probably under- 
states the net surplus available for investment abroad. 


Foreign Activities: Kuwait's foreign activities are becoming increas- 
ingly significant. In 1977 its foreign assets passed the $20 billion 
mark. Kuwait continues to provide important economic assistance to 
Egypt, Syria and Jordon as well as some aid to Lebanon. Significantly, 
in the past year it has increased its assistance to non-Arab benefi- 
ciaries, both directly and through increased contributions to inter- 
national developmental and financial institutions. Kuwait has taken 
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the lead in moving funds from traditional short term placements to 
longer term instruments. In the past year there has been a marked 
increase in Kuwaiti long-term investment in the U.S. Also, Kuwait 
has been a pioneer in the growing market for bonds denominated in 
Arab currencies. The amount of Kuwait dinar denominated bonds has 
grown from nothing in 1973 to $252 million in 1976. While the bor- 
rowers have not been triple A, the experience Kuwait has gained in 
this activity gives it the potential to be the center for a "mini- 
Eurobond" market in the future. As an indication of growing 
sophistication, a company has been set up in the past few months 
for trading in Kuwaiti dinar bonds, i.e. setting up a secondary 
trading market. 


Besides the proliferation of investment banking ventures, Kuwait has 
in the past few years witnessed a marked increase in direct invest- 
ment activity outside Kuwait in the third world. Kuwaiti firms are 
setting up joint ventures in places as diverse as Peru, Venezuela, 
Mauritania, Sudan, Malaysia and Yemen. Also, Kuwait is increasingly 
becoming a center for inter-Arab borrowing. In all this activity 
there has been a tendency for Kuwaiti financial institutions to 

seek American management. Of the seven local commercial banks, 
three have American management. 


Three local investment houses have management assistance and/or 
equity participation provided by American banks. Finally, Kuwaiti 


investment houses have expressed interest in obtaining American 
management assistance for joint banking ventures set up in Arab and 
other third world countries. 


Local Business Scene: Despite Kuwait's enormous oil revenues, many 
local businessmen continue to complain of the continuing slump in 
the local stock and real estate markets and of tight credit. Past 
speculation by many Kuwaiti businessmen in these markets led to a 
tie-up of their funds in shaky local share ventures and a resultant 
demand for extension of normal commercial credit to cover letters 
of credit and other trade-related financing. Inefficient operating 
practices and lack of warehouse space have contributed to a pile-up 
of goods at Kuwait's main port of Shuwaikh. Port congestion in 
Kuwait and the clearance of ports further down the Gulf have led to 
a decline of traditional reexports from Kuwait. However, congestion 
is likely to be only a temporary problem. Use of Korean stevedores 
and foreign consultancy assistance is improving efficiency at the 
port and has reduced ship waiting time. Measures expected to be 
implemented by the Central Bank will give local banks more flexi- 
bility in extending commercial credit while excess stocks are being 
sold off. Should other Gulf ports remain clear, reexports may not 
rebound. However, Kuwait's long commercial tradition, the number 
and experience of its commercial establishments and their relative 





modernity are likely to permit many of them to continue to play a 
regional role. Also, the continued growth of imports bound for the 
expanding Kuwaiti market is apt to balance off any slack in reexports. 
Finally, the continued slump of the local stock and real estate 
markets is probably a good sign as this will mean less diversion of 
capital into speculation and more money available for the sound 
sectors of Kuwait's economy, such as construction, commerce, services 
and light industries, and for foreign investment, especially in the 
Gulf and other Arab countries. 


IMPLICATIONS FOR THE UNITED STATES 


Between 1970 and 1974 Kuwait is thought to have contributed about $4 
billion to the U. S. balance of payments. After nationalization, 
remittance of oil company profits from local operations has, of course, 
ceased, but U.S. exports and Kuwaiti investment in the U.S. have 
expanded significantly. 1976 U.S. exports were double those of 1974. 
The 1976 net balance of trade with Kuwait was $434 million in our 
favor. The continued strength of the American economy makes the U.S. 
an increasingly attractive market for Kuwaiti investments. In the 
past year and a half, Kuwaiti investments in the U.S. are thought to 
have increased to a level of $6 billion. It is true that our trade 
balance decreased in 1977 as U.S. oil imports rose. Also, significant 
LPG sales to the U.S., beginning in late 1978, may balance out 
continued increases in U.S. exports to Kuwait. However, expanding 
Kuwaiti investment in the U.S. is likely to insure the U.S. a surplus 
position in our balance of payments with Kuwait. 


The large projects underway, or likely to be started, offer major 
opportunities for American firms. Complications resulting from new 
U.S. regulations regarding foreign boycotts may unnecessarily dis- 
courage some American firms from pursuing these lucrative business 
prospects. Also, unless modified, recent provisions of the U.S. tax 
law regarding American citizens working abroad will continue to have 
a negative effect on U.S. exports to Kuwait and on U.S. competitive- 
ness in winning major contracts. 


Kuwait at the end of 1977 is a more subdued place than it was in the 
years inmediately following the OPEC oil price rise. However, its 
revenues and economy continue to grow and offer major potential 
markets, not only for more U. S. exports but also for provision of 
services, both in Kuwait and in other parts of the Arab world and 
elsewhere where Kuwaiti money is becoming increasingly involved. 
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